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BEFORE THE
FEDERAL COMMUNICATIONS COMMISSION

WASHINGTON, D.C. 20554

In the Matter of

Applications ofWorldCom, Inc. and
MCI Communications Corporation for
Transfer ofControl ofMCI
Communications to WoridCom, Inc.

)
)
)
)
)
)
)

CC Docket No. 97-211

COMMENTS OF SPRINT CORPORATION

Sprint Corporation ("Sprint"), pursuant to the Commission's Public Notice DA 98-1059

released June 4, 1998 in the above-captioned proceeding, hereby respectfully submits its

Comments on MCl's ex parte submission filed June 3, 1998 in response to request by the staff of

the Common Carrier Bureau for "information on the proposed divestiture ofMCl's Internet

backbone business to Cable & Wireless." June 3, 1998 letter to Magalie Roman Salas, Secretary,

F.C.C. from Mary L. Brown ofMCI.

I. INTRODUCTION AND SUMMARY.

MCl's filing here does not fully and completely disclose the proposal under which MCI

will sell certain of its Internet assets to Cable & Wireless ("C&W').I However, the filing does

add a few more details to what has been reported thus far by various media. And, such additional

information only serves to confirm Sprint's initial suspicions, as discussed with Commission staff

IOnly the filing of the actual agreement(s) between MCI and C&W, together will all side agreements and letters,
would put the Commission and interested parties in a position to properly analyze MCl's so-called "divestiture" of
Internet assets to C&W.
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at a meeting on May 29, 1998 (see June 1, 1998 Letter to Magalie Salas from Michael B.

Fingerhut of Sprint), that the proposal will do little, if anything, to resolve the severe threat to

Internet competition created by the merger ofMCI and WoridCom and the combination oftheir

Internet businesses.

In its Comments filed March 13, 1998, Sprint explained that the combination of the

Internet backbone networks ofMCI and WoridCom (which has itselfalready acquired the

Internet backbone networks ofUUnet, ANS, and Compuserve) will significantly reduce

competition in the core Internet backbone market worldwide. Thus, Sprint stated that

Commission must condition the merger ofMCI and WoridCom on the complete divestiture of

either MCl's or WorldCom's Internet operations. Only this type of structural solution will

maintain the current competitive balance among core Internet backbone providers; enable the

Commission to ensure that the core Internet backbone market remains competitive; and, avoid the

need for the Commission to regulate this market. 2

MCl's proposal to sell parts of its Internet business to C&W falls far short of the type of

structural remedy necessary to ensure the continued competitiveness ofthe core Internet

backbone market. Rather than maintaining the level of competition pre-merger, the divestiture

would render C&W a mere shadow ofthe pre-merged MCI, by making C&W highly dependent

on WorldCom/MCI for its customers and its facilities. Instead ofpreserving a competitive

2Both the U.S. Department of Justice ("DOJ") and the European Union ("EU") are also examining the danger of
allowing MCI and WorldCom to achieve dominance in this market by combining their Internet businesses and
have discussed divestiture as a solution with MCI and WorldCom. Ex parte at 4. Indeed, as EU Commissioner
Van Miert has stated, "any overlap between WorldCom and MCI should be eliminated without any doubt." See
<http://biz.yahoo.comlfinancel980525/europe_wor_l.html>. Moreover, with respect to MCl's proposal to sell

part of its Internet business to C&W, Commissioner Van Miert recently observed that "[t]hey [i.e., MCI and
WorldCom] tried to keep as much as they possibly could and we said 'not that's not what we had in mind'." See
<http://www.news.com/NewslItemlO.4.22877.OO.hmtl>.
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marketplace, the proposed MCI-C&W transaction would: (1) create a WorldComIMCI with

increased market power, and (2) produce a C&W Internet entity that would be a woefully weaker

competitor than MCI.3

Sprint demonstrates below that MCl's proposal here is not an effective solution to the

competitive problems raised by the merger ofWorldCom and MCI. In Section II, Sprint shows

that substantial parts ofMCl's Internet business are not being transferred to C&W. In Section III,

Sprint explains why the proposed partial divestiture will not enable C&W to replace MCI as a

core Internet backbone provider and what additional steps are needed to enable C&W to succeed

to that position. And, in Section IV, Sprint discusses why the proposed transaction threatens to

disrupt the relative bargaining positions of core backbone providers by enhancing the position of a

merged WorldComIMCI entity.

ll. THE MCI/C&W TRANSACTION DOES NOT CONTEMPLATE THE
COMPLETE DIVESTITURE OF INTERNETMCI.

The most that can be said for the proposed transaction between MCI and C&W, as

described in the MCI/C&W press release, dated May 28, 1998, and as amplified somewhat in

MCl's ex parte submission to the Commission, is that it is a partial divestiture ofMCl's Internet

business. MCI apparently is only selling to C&W part of its physical Internet plant; its peering

arrangements; and some of its contracts with Internet Service Providers ("ISPs"). See Ex parte at

3According to MCI, C&W has "substantial experience and expertise in providing Internet services, not only in the
Pacific, the Caribbean, and Europe, but also in the United States where it operates a national backbone network
providing transit, peering, and other services." Ex parte at 5. MCI provides no details that would enable the
Commission or the parties to verify that C&W has "substantial world-wide Internet expertise." Id. As far as
Sprint is aware, C&W has only a de minimis presence in the Internet market in the United States. Moreover,
C&W may not have the ability to provide the one-stop shopping capability that internetMCI currently offers its
customers.
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6-7. Thus, C&W will not receive as part of the sale:

• MCl's large commercial Internet customers. These customers are large businesses that
usually have dedicated access to the Internet from their corporate and regional offices where
they have an aggregation of users and/or they have corporate web pages. They also require
dial-up connectivity for their small office and home office users. The employees of large
business customers use Internet access to "surf the web" for market/competitive research and
for partner communications (e.g., Extranet's). They also are starting to use the Internet for
some oftheir intra-company applications. Large business customers buy high speed
connectivity to connect their web pages to the Internet, which adds "content value" to the
large backbone providers network.

• Customers of MCl's value-added Internet services such as web-hosting and Intranet
services. Unlike commercial customers whose sites are linked to a core Internet backbone
provider's network, these customers' sites are on the core Internet backbone provider's
network. This customer class is a large generator of Internet traffic ifits addresses are (a)
desirable and (b) can only be accessed through the core Internet backbone provider.

• MCl's Internet Content Providers. These customers include commercial sites that provide
Internet content (e.g., Ford Motor Company, CNN, New York Times) and ISPs whose
primary business is the provision of content rather than Internet access (e.g. , Yahoo, America
Online, and Microsoft, all ofwhich are either on WorldCom's or MCl's Internet backbone
and none ofwhich will be divested to C&W).

• MCl's government Internet customers. These customers consist offederal, state and local
entities that contract with core Internet backbone providers for Internet services. An example
is the u.s. government which has Internet2 and vBNS agreements with MCr.

• MCl's residential/Small Business Access Internet customers. These customers are dial-up
end users that want easy to use, inexpensive access to the Internet.

• internetMCI's customer service and billing operations.

• International Internet connectivity that MCI may obtain through its relationship with
Concert Communications.

• Almost all of MCl's Internet personnel. MCI will transfer only 50 persons to C&W.
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ill. mE MCIIC&W TRANSACTION WILL NOT ENABLE C&W TO SUCCEED TO
MCI'S COMPETITIVE POSITION IN THE CORE INTERNET BACKBONE
MARKET.

The objective of any structural remedy to the dangers presented by the combination of the

Internet businesses ofWorldCom and MCI is to maintain the competitive balance that currently

exists among core Internet backbone providers.4 Otherwise, WorldCom/MCI would have the

ability and incentive to (i) implement or increase peering charges that raise their rivals' costs, and

(ii) degrade the quality of their rivals' interconnection to the WoridComIMCI backbone. The

result would be to reduce the quality or raise the price of their rivals' backbone services, making

them less effective competitors.

A. The Conditions Included In The MCIIC&W Transaction Will Severely
Limit, UNot Prevent, C&W From Becoming A Core Internet Backbone
Provider.

MCl's proposed sale of certain Internet assets to C&W fails to maintain the current

competitive balance among core backbone providers. In fact, the deal includes certain conditions

that will substantially weaken C&W's ability to compete in the core Internet backbone market.

For example, MCI apparently has agreed to lease all of the underlying telecommunications

transport services that support the divested business for a period of two years on "competitive

commercial terms." Ex parte at 6. MCI does not define "competitive commercial terms." But, if

these terms are less favorable than the internal or shadow price MCI charges itself, C&W will not

be as strong a competitor as internetMCI pre-merger.

4 See An Economic Analysis ofthe Impact ofthe WorldCom-MCI Merger on the Provision ofInternet Backbone
Services prepared for Sprint by Charles River Associates for an explanation as to why a structural remedy should
be favored over regulation to remove the anticompetitive effects of the merger. This analysis was furnished to the
Commission as part of Sprint's May 29 ex parte presentation. See June 1, 1998 Letter to MagaIie Salas from
Michael B. Fingerhut.
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C&W will also apparently be dependent on WoridComIMCI to provide systems support to

its Internet backbone, including ordering, provisioning, billing, management, and customer

support services. In light ofMCI's claim that C&W has "substantial expertise in providing

Internet services," it is difficult to understand why C&W will need to secure these support

services from MCI. In any case, C&W's dependency upon MCI in this regard further weakens

C&W's competitive position in the core Internet backbone market.

To make matters worse, C&W will be prevented under the terms of the agreement from

competing for MCl's current retail Internet customers. See id. at 8 (C&W will not be able "to

contract for retail Internet services with MCl's current commercial Internet customers for a period

of two years or the term ofthe customer's existing contract with MCI, whichever is shorter"). As

a result, C&W will be precluded from competing for most ofMCI's current customers. On the

other hand, although the agreement precludes WorldComIMCI from contracting to provide

Internet services to MCl's ISP customers being transferred to C&W for a period of two years,

under what is described as a "limited exception," WorldCom/MCI can compete for the business of

any such ISP that currently purchases Internet access from WorldCom. This means that while

C&W will be unable to compete for many ofinternetMCI's customers, WorldCom/MCI will be

able to compete for many ofC&W's customers. This one-sided arrangement hardly enhances

C&Ws ability to "continue [MCl's Internet] business as a healthy, growing enterprise." Id. at 4.

B. MCl's Proposed Divestiture Must Be Substantially Modified IfC&W Is To
Replace InternetMCI As A Core Internet Backbone Provider.

Because of these conditions, and because end user customers, Intranet, web-hosting, and

other vertical services currently provided by MCI will, in the future, continue to be provided by

the merged parties and not by C&W, it is clear that the proposed divestiture would not put C&W



7

in the same competitive position in the core Internet backbone market that MCI was in prior to

the proposed WorldComIMCI merger. The only way that C&W could assume such position is for

the following to occur:

1. Mel must transfer all of Its Intemet customers.

Customers are fundamental ifC&W is to obtain the critical mass necessary to peer with

other core Internet backbone providers on a competitive basis. For C&W to be an effective

competitive replacement for internetMCI, therefore, MCl's entire Internet customer base must be

transferred to C&W. But, as stated, MCI is not transferring the entire customer base of

internetMCI. MCI will retain (1) its residentiaVsmall business Internet access customers; (2) its

large commercial customers; (3) its government customers; (4) its web hosting customers; and,

(5) its customers providing Internet content. All of these customers can be, and usually are,

served by core Internet backbone providers.

The only type ofcustomer that MCI proposes to transfer to C&W is the ISP category

whose primary business is reselling Internet access. These customers buy transit access from the

core Internet backbone providers in order to resell Internet access to their customers. The ISP

customers typically also deploy a regional or local network for dial-up connectivity by residential

or business users and aggregate their users and connect their networks to a large backbone

provider for access to the Internet.

Ofcourse, MCI makes much of the transfer of its ISP customers. It alleges that C&W

will receive contracts worth approximately $200 million by "replace[ing] MCI as the provider of

backbone services to more than 1300 domestic and international ISP customers that now obtain

Internet access from MCI." Ex parte at 7. But the value of the average contract transferred to

C&W is only about $150,000, suggesting that the ISPs being transferred to C&W are relatively
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small firms. Moreover, MCl's retail operation, which, according to MCI generates $100 million

in revenue, id, is logically indistinguishable from the 1,300 ISPs that are being transferred to

C&W. Thus, there is no justification for MCl's decision to retain its largest ISP customer--

MCI itself5

It is clear that a relatively small portion of intemetMCI's customer base is being

transferred to C&W. For this reason alone, C&W will be a substantially weaker participant in the

core Intemet backbone market and will not be what intemetMCI was pre-merger.

2. MCI must license its Internet brand to C&W.

Although C&W has its own brand name, C&W's mark is known primarily for

telecommunications services and not Intemet services. The C&W brand, therefore, may not be

sufficient to enable C&W to retain the ISP reseller customers being divested to it, or to enable it

to obtain new customers.6

Brand name is critical to success of new participants in a market. As the Commission

explained in the Bell AtlanticlNynex Merger Order, 12 FCC Red 19985, 20012 (~42) (1997),

[f]or mass market services, entrants will have to invest in
establishing the brand name recognition and, even more
importantly, the mass market reputation for providing high quality
telecommunications services. These consumer "goodwill" assets
take significant amounts of time and resources to acquire.

SMCI is more than 600 times the size as measured by revenues of the average ISP being transferred to C&W.
Although MCI apparently will guarantee to deliver a certain level of traffic to the Internet backbone it is selling to

c&W, such guarantee is limited in duration and possibly in scope and does not serve to the mitigate the
fundamental competitive problems raised by the proposed merger ofMCI and WoridCom. See Section IV infra.

6The fact that the merged WoridComIMCI entity will be able to compete for the business of any of the transferred
ISPs that also take backbone service from WorldCom makes C&W's ability to retain such ISPs problematic in any
case.
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Since ISP customers are similar to the small businesses included by the Commission in its

definition of the mass market, the concern expressed by the Commission in connection with the

Bell AtlanticlNynex merger is relevant to MCl's proposed divestiture here. Therefore, in order to

permit C&W to be as effective competitor as was MCI pre-merger, C&W should be granted a

royalty-free license for the use of the internetMCI trademark for a transitional period.

3. C&W must be able to develop a relationship with MCl's customers
that will utilize the backbone facilities being transferred by MCI.

Although C&W will be carrying MCI customer traffic for a period of two years, C&W

will be deprived ofany relationship with these customers. Thus, at the end of the two years,

WorldComIMCI can seamlessly transfer these customers to its own network. Indeed, the

agreement apparently contemplates "a gradual phase-out" ofMCl's commitment to purchase

backbone capacity from C&W. Ex parte at 7. Additionally, most ofC&W's ISP customers will

continue to obtain a package ofvoice, data, fax, and other communications services from MCI,

and will see a single MCI bill for all these services. The discounts these customers obtain from

MCI are likely to be based on the total size of their bill, providing them with a strong incentive to

obtain all their telecommunications services, including Internet services, through MCI. Even

worse, from a competitive standpoint, is that these customers will think of themselves as MCI

customers, and would not even be able to tell if, after the termination of the two-year traffic

agreement, they were transferred to the WorldCom/MCI backbone.

An acceptable divestiture would allow C&W to purchase all the inputs it needs to supply

one-stop shopping to customers from MCI at reasonable wholesale rates, and to own the

customer relationship. The proposed divestiture turns this proposition on its head: it allows MCI

to maintain the customer relationship, to provide most or all inputs to the service, and to purchase
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at wholesale relatively few inputs from C&W. The fact that some MCI traffic flows over facilities

leased by MCI to C&W is irrelevant to the fundamental issue. The large customer base (or set of

desirable addresses) that will be able to be reached only through WorldComIMCI after the merger

is evidence that MCl's proposed agreement with C&W is not a true divestiture.7 MCl's close

association with these customers and its continued control of the underlying transport facilities

will leave C&W dependent on MCI. Currently, MCI is not similarly dependent on any other

competitor.

4. MCI must transfer all of its Internet personnel to C&W.

For C&W to be an effective stand-alone entity capable of replacing internetMCI, MCI

must divest to C&W the appropriate personnel to manage, operate and administer the Internet

business. For example, Sprint, whose Internet business is smaller than that ofMCI, employs_

operational personnel, _ product managers and _ engineers dedicated to its Internet business.

In addition, it employs _ sales people, and over _ sales support personnel who devote part of

their time selling and supporting Internet customers. Sprint has hundreds of shared customer

service personnel who support ordering, provisioning, implementation, billing and trouble

management. Additionally, its core Internet backbone is supported by hundreds of shared

personnel who work on underlying infrastructure, ranging from the fiber optic network facilities,

entrance facilities connecting its Points ofPresence to its backbone nodes, and SONET and Wave

Division Multiplexing facilities. Sprint also employs hundreds of shared personnel who develop

7While MCI bas offered to transfer "assignment ofInternet addresses" to c&W, Ex parte at 6, it is not clear
whether MCI will retain some Internet addresses. A complete divestiture would seem to require that ownership of
all addresses be transferred.
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and support the underlying systems associated with the Internet services. All of these personnel

compare with MCl's proposed transfer ofonly 50 persons to C&W.

IV. THE MCI/C&W TRANSACTION WILL NOT MAINTAIN EXISTING
CONDmONS OF COMPETITION

The proposed partial divestiture of internetMCI to C&W threatens to disrupt the balance

ofbargaining power among core backbone providers by enhancing the position of the merged

WoridComIMCI entity and replacing the pre-merger MCI with a substantially weaker provider of

core Internet backbone services. MCl's decision to retain its residential and non-ISP commercial

customers ensures that the merged entity will be able to exercise substantial market power in the

core Internet backbone market post-merger.

MCl's proposed limited term traffic guarantee to C&W does not alter this conclusion.

Under the proposed arrangement, C&W would, for a period of at least two years, carry the traffic

generated by internetMCl's residential and commercial customers.8 However, because MCI

would be free to transfer this traffic to WoridCom's core Internet backbone facilities at the end of

the period covered by the traffic guarantee, this guarantee does not deal with the fundamental

competitive concern raised by the merger: increased concentration among core Internet backbone

providers.9 Therefore, the proposed divestiture does not address the anti-competitive effects of

8 "Carry" may be something ofa misnomer since the traffic would continue to be routed over transmission
facilities owned by MCI.

9 It should be noted that the traffic and revenue guarantees are based on MCl's current and anticipated retail
business. Ex parte at 8. Thus, to the extent that MCl's Internet business grows more rapidly than anticipated, a
significant amount ofintemetMCl's traffic may be carried by the WorldComIMCI entity even during the two-year
period covered by the guarantees. That is, the C&W backbone will not benefit if the traffic ofone of its major ISP
customers, intemetMCI, grows at an unexpectedly rapid rate. This is obviously quite different from the situation of
the current core backbones who can expect their traffic to grow with that of their ISP customers.
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the merger as identified in Sprint's March 13, 1998 filing in this proceeding. 10

A virtuous circle of cooperation and competition currently characterizes the Internet.

Core backbone providers have powerful incentives to interconnect with one another since no

single backbone provider can supply its customers with universal connectivity, and no single

backbone provider is large enough to make a credible threat to disconnect from other backbone

providers, or to degrade interconnection to them. At the same time, each core backbone provider

has an incentive to provide transit at low prices in order to attract a critical mass of end users and

ISP customers which, in tum, makes it an attractive peering partner. The resulting balance of

bargaining power among core backbone providers sustains the virtuous circle. Therefore, the

most important criterion for evaluating the proposed divestiture is its effects on the bargaining

power ofC&W and WoridCom/MCI in future negotiations of peering relationships.

Sprint has previously documented for the Commission how the bargaining power of a core

backbone provider is derived from the number of desirable addresses that are uniquely reachable

directly and indirectly through that backbone provider. See An Economic Analysis ofthe Impact

10The proposed divestiture is also inadequate because it does not address the relationship between internetMCI and
Concert, which may result in C&W obtaining global Internet connectivity on significantly inferior terms to those
currently obtained by MCI. In its Ex parte at 7, MCI states: "[flor international ISP customers, C&W will obtain
not only the domestic portion of the backbone service but also (pursuant to a favorable two year lease from MCI)
the international circuits and domestic backhaul facilities used to connect foreign ISPs to nodes on the U.S.
backbone." It is not clear whether these favorable tenns are the same as those currently available to internetMCI.
If the terms are worse, C&W will have higher costs than MCI and will be a less effective competitor.

Another possibility is that MCI obtains global connectivity in part through a special arrangement with Concert, a
joint venture ofBritish Telecom and MCI. If this is the case -- and Sprint has no way of knowing whether it is -
then traffic exchanged by MCI and Concert may currently be considered traffic internal to the internetMCI
network. As such, it is not clear that C&W would inherit MCl's rights to interchange traffic with Concert on the
same terms enjoyed by MCI. The Commission will not be able to judge whether the divestiture maintains the
current competitive balance in the core Internet backbone market unless the MCI describes its relationship with
Concert, and any proposed relationships between Concert and C&W and Concert and WorldComIMCI.
Competition will be diminished unless C&W continues to have access to Concert on the terms currently available
to MCI, or on the tenns available to WorldCom after the merger, whichever are more favorable.
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ofthe WorldCom-MCI Merger on the Provision ofInternet Backbone Services. WorldCom and

MCI have likewise characterized peering relationships as "commercial bargains" based on an

exchange ofvalue, where value is based on the number of customers, desirable web sites, and

other factors that Internet end users are willing to pay for.

It follows that C&W will be able to retain the bargaining power previously possessed by

internetMCI only if all desirable addresses currently reachable only through internetMCI continue

to be reachable only through C&W. Any arrangement that reduces the number of addresses

reachable only through C&W must necessarily reduce C&W's bargaining power. Under the

proposed divestiture, one of the internetMCI backbone's most important ISP customers -- MCI

itself -- is not part of the transaction. MCl's proposed retention of its end user customers, along

with web-sites and vertical services, will significantly reduce the value that C&W will bring to

potential peers. II MCl's retail operations are indistinguishable from the ISPs that MCI is

transferring to C&W, and these retail operations must also be transferred to C&W ifit is to have

the same power in negotiating peering relationships as did the pre-merger internetMCI.

After two years, MCl's non-ISP customers will presumably be reached through

WorldComIMCI and not through C&W. However, even if, after the end of the period covered by

the traffic guarantee, WorldComIMCI chooses to continue to send this traffic over the C&W

backbone, the bargaining power in peering relationships will be possessed by WorldComIMCI,

11 As noted, it appears that Mcrs government contracts, including the provision of high-speed backbone services
(the vBNS), will also be retained by MCI, since the government is an end user, and not an ISP purchasing
wholesale service. These contracts are important, both from a financial point of view, and for the credibility they
bring to MCI. The failure to transfer these contracts to C&W may have a substantial impact on C&W's
attractiveness as a potential peer, and on its ability to replace Mel as a strong competitor in the core Internet
backbone market.
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not C&W. That is because that traffic will effectively belong to WoridComIMCI. Only

WoridComIMCI can determine on which backbone that traffic will be carried. Therefore, the

proposed divestiture would leave C&W with substantially less bargaining power than internetMCI

currently possesses.

The fact that the guaranteed traffic "belongs" to MCI, combined with the fact that MCI is

a very large ISP, means that MCI will continue to have enormous bargaining power in its dealing

with C&W. IfMCI were merely a large ISP, this fact would be benign since it would affect only

the relationship between MCI and C&W. However, because MCI will be part of a company that

will continue to be a core Internet backbone provider, that is not the case. In these circumstances,

MCI can increase WorldComIMCl's bargaining power directly, by shifting the MCI traffic to the

WoridComIMCI core backbone when MCl's traffic guarantee to C&Wends. It can also increase

WoridComIMCl's bargaining power indirectly, by using the threat to shift traffic at the end of the

traffic guarantee, or at some later time, to induce C&W to do WorldCom/MCl's bidding. This

could occur, for example, by having C&W upgrade connections to WoridCom/MCl's core

Internet backbone more rapidly than it upgrades connections to Sprint's or GTE's core Internet

backbone. Indeed, overt threats may not be necessary since C&W will undoubtedly recognize the

benefits of supporting the interests of its major customer.

MCl's ability to determine where to send its traffic after the two-year guarantee period is

likely to have significant anti-competitive effects even before the guarantee period expires. Given

the importance ofMCI traffic to C&W, C&W is likely to try to behave in a way that encourages

MCI not to shift traffic to the WoridCom/MCI core backbone at the completion of the traffic

guarantee. As a result, WoridComIMCI could immediately, and certainly eventually, get much of
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the same increase in bargaining power as it would have obtained directly by combining the

separate backbone businesses ofWorldCom and MCI.

Therefore, the fundamental problem with the proposed divestiture is that it does not

address the question ofbargaining power among core backbone providers. By focusing on one

class ofcustomers (ISPs) and not on the relative bargaining power of peering backbone providers,

it leaves Mel with much ofthe bargaining power that internetMCI currently possesses.

Revenue and traffic guarantees of the sort described in the press release and in MCl's ex

parte to the Commission are not meaningful remedies to the problems identified above.

Customers are not just purchasers of service, they are also the commodities sold. A provider

without customers that it "owns" directly or indirectly lacks the bargaining power necessary to be

a core provider since it does not have the commodity that is in demand. The lawsuit by Level 3

Communications Inc. against WorldCom and MCI (see "Level 3 Assails the WorldCom-MCI

Deal," Wall Street Journal, May 20, 1998, Section B, p. 10) clearly shows that the possession of

a network without customers does not confer sufficient bargaining power to permit entry into the

market for core connectivity. The proposed divestiture would leave all non-reseller ISP

internetMCI customers with MCI.

IfMCI transferred all of its Internet customers to C&W, it could win them back only by

launching marketing initiatives, offering better service or reducing prices. Instead, MCI is

proposing to retain its non-ISP customers so that others, including C&W, will be required to win

them with marketing efforts, better service, or lower prices. The substantial costs of customer

acquisition are thus shifted from MCI, where they would properly belong with a complete

divestiture, to C&W and other competitors.
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Further, although MCI proposes to divest twenty-two backbone nodes to C&W, it will

still retain several hundred other nodes that are used to aggregate customer traffic to distant

destinations for delivery to the MCI-C&W backbone. These nodes are closer to most end user

and ISP customer nodes than the twenty-two backbone nodes. Thus, when C&W provides

Internet services to a customer, it may have to establish a new node near the customer and a

backhaullink to its backbone or lease a private line that connects the customer to the nearest of

C&Ws twenty-two nodes. These additional costs will be incurred by C&W (but not by the pre

merger MCI) because MCI is transferring only a part of its Internet operations to C&W. The

costs of the several hundred customer access nodes and the backhaullinks to the backbone nodes

that are not being transferred to C&W are substantial and place C&W in a competitively weaker

position than MCI. The acquisition of customers and the piecemeal construction of the customer

access nodes and backhaullinks is likely to take time and resources. Indeed, difficulties in

building out the network may limit the rate at which C&W acquires customers, as was true for

America Online during 1997. The retention of customer Internet nodes by MCI provides

additional evidence -- as ifmore was needed --that the proposed divestiture will not sufficient to

preserve competition in the core Internet backbone market.

V. CONCLUSION.

For a divestiture by either WorldCom or MCI to be efficacious, it must permit competition

to be maintained in the core Internet backbone market. To do this, either WorldCom's or MCl's

entire Internet backbone, including customers, personnel and brand name must be divested or

control transferred such that the spun-offbusiness will be an effective competitor in this market.

Because of the way Mel has structured its Internet business, Sprint believes that it may be
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extremely difficult for MCI to fully divest its Internet business. However, such difficulty does not

foreclose the possibility that an effective remedy can be implemented. 12

Ifthe divestiture were to proceed as proposed by MCI, competition would be severely

reduced because WorldCom/MCI would have the ability and incentive to monopolize the core

Internet backbone market. On the other hand, ifMCI divests its entire Internet business,

competition in this market will be maintained and regulation will be unnecessary.

Respectfully submitted,

L on . Kes
Jay C. Keithley
Michael B. Fingerhut
1850 M Street, N.W., lIth Floor
Washington, D.C. 20036
(202) 828-7438
Its Attorneys

June 11, 1998

12Sprint believes that a divestiture of internetMCI could be structured that would alleviate most of the
anticompetitive effects of the WorldComIMCI merger, but it is concerned that such a remedy would include
behavioral conditions, which themselves would be difficult to enforce.
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